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Mr R D POPE, Director of Lands (D of L):

Thank you very much indeed, Mr Chairman. The District Lands Conference is
indeed chaired by the Assistant Director of my department, but its members comprise a
representative from the Planning Department, the Buildings Department and many other
government departments. | would like to use the word “discussion” rather than
“argument” when arriving at the plot ratio. There was some discussion at the District
Lands Conference, and the decision of that Conference was that we would leave the
question of restriction of plot ratio silent; just say “subject to the Building (Planning)
Regulations...”

| think the Director of Planning can explain more about the planning aspect in a
moment, but as | said, the consensus of that meeting was that we would remain silent on the
maximum floor area, and just state that the floor area should be subject to the Building
(Planning) Regulations — which is quite normal in what we call this sort of development.
It is quite common. We just leave it silent.  The Director of Planning can add more on the
planning side.
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Mr Chairman, can | maybe correct a misunderstanding? The chairman of the
District Lands Conference is indeed the final authority on these matters. As the Land
Authority, my representative has the authority to make a decision on the conditions of sale,
but this is normally arrived at by discussion, and this is what happened in this case. There
was a discussion, and the consensus of opinion was to leave it silent. But at the end of the
day, if there were disagreement, it was the chairman of the District Lands Conference who
can make a decision.

It is not a question of trying to avoid it or trying to make a collective decision.
At the end of the day it is the chairman of the District Lands Conference’s decision.
Personally, | do not think there was confusion over this matter. As | said, it was decided
that the plot ratio, the floor area, should not be stated as maximum, because as | understand
it, the metroplan guidelines are only guidelines. They are not statutory. | think we have
had this before at the Public Accounts Committee. We have said that it is the outline
zoning plan which is the plan that is statutory and specifies the plot ratio of a particular site;
and we have said on previous occasions that where the Administration wants the plot ratio
of a particular site to be specified, that will be stated in the outline zoning plan. There was
no such specification in the outline zoning plan for this area. Therefore it was quite
correct for the committee and the chairman of District Lands Conference to leave the matter
open, and just leave it that it was up to the developer to try to get as much plot ratio or
development on the site as he wished.

Originally 1 think the idea was that members thought that maybe he could not
even get 6.5. As it happened, yes, he got 11.8.  But that does not necessarily matter,
because as | said, it was not a statutory plan. There was no reason for the Chairman of the
District Lands Conference to specify a plot ratio, because that plot ratio was not specified in
the outline zoning plan. The metroplan guidelines are only guidelines. They are not
statutory. Again, maybe the Director of Planning can talk a little bit more about this, as
regards guidelines, statutory plans and things like this.
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D of L:

Mr Chairman, yes, if we have thought that the plot ratio would have been higher,
obviously, we would have set a higher reserve price, but that in a way is academic because
instead of 6 or 7 billion dollars, we got 11.8 billion dollars. And that | think is the highest
price ever paid at auction - 11.8 billion dollars, we never got that much before or since.
We wish we were getting it now.
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But yes, we valued it as a class A site and in hindsight that was incorrect. If we
have known we would have got a class C site, we would have valued it higher. But as |
said, that was as it happened — that was superseded by events because we have got a lot
more. | understand that all the bidders at the auction were assuming or certainly towards
the end of auction, assuming it was a class C site anyway. And this is why the price went
so high. And of course, we were in a very volatile property market in those days and
prices were very high. It was very difficult to value property in those days because prices
were going up astronomically.
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D of L:

Mr Chairman, | do not accept that a mistake was made. That is not the case.
My department, when valuing the site, obtained advice from the Buildings Department, and
the advice we received was that it was a Class A site; so we valued it accordingly. We
took the best professional advice we could obtain at the time. It transpired that because of
a legal argument, the site became a Class C site, and they were able to get an additional plot
ratio.

That is not a mistake. That is just professional judgment. As | say, the end
result was much, much higher than the reserve price we fixed in those days, at 6 billion or 7
billion. It was much, much more. So there is no question of somebody having lost any
money by that mistake, because the error was made because we obtained professional
advice and it transpired that because of legal arguments, that advice was not correct at the
time. Nobody could know originally what the classification was. Until a developer puts
in a scheme, it is very difficult for the Buildings Department or ourselves to make any
judgment on whether it is a Class A, B or C site. It all depends on the scheme when it is
submitted.

-5- Monday, 10 December 2001



ARHE L ERTE

The administration of sale of land by public auction

FIZHZES -
At el A B e ah e S R T T R ©

T :
REER -
ETEERPRESLE :

LI o JAMHE S VS R R A TE DU ERMECHIET - EAT BGRE B R AT
BT - EEMERE IR0V R - B R A2 B R — T
HIRBAR P 3H - 1T (A ST (R R ARE 2 S E R EIIER > [EANEER LR
ERE RS EREIRE AHIER - I E R TR ERAEEZ 2 — P EEr R
TRy BAME [F] SR8 T REH TR & 38 AR Y SRR -

EZ: 4
BRI A R B TR FURE -
FEYFA -

T - RBLIT REHEE - REEFZEZNEEREE —EER - F—>
HEER 3.4 BHERKAE 1996 4£ 5 H > SiFIZFZ2 R\ BRI EEE R EMIEE & > /)
PEE IR R S R B e M RE LR E R 8 6.5 £% > W B 1940 {[#EEAT » Tih
iRy 8.819 % Bl T =T Z(E BN - FLEARMGETAYZEH 35% - (RFRYRTE 2B &
R RFEL R A A LB S EE BN MRE  ERE i = RS RN RE S
SEE] 6.5 EHYHITE LR SE(E R E R K - (H R B U 7 fEE8GF 7 2208 2
Al Er MRS (K 2 T (AN gk —(E M S, ? 25 A5 » BELET - REBEA T HIET
e ? R E FLAE silent o

TR - NETEAEHERTE EE AR S RATR AN —YEF - AEEE L
HUFYHR ~ 2~ ISR~ R R SR I - BREE - KHEENIEESREE
FASEIERIHT - YEE R GG AR EIF R > Al TG ERR A A ARl - 25 Al
NINERTE R EgEaR 1 o BUFESFIAS Al REANREE S MRaUin A s =EAE - 17 HLHEE R /REH
T (HEAEERFHEATIA KD - ERERHRR ? WANEEREZES (TERME ?
R AT B 5B (A R 2 BES AR LR R Il 2

-6- Monday, 10 December 2001



ARHE L ERTE

The administration of sale of land by public auction

Chairman:
Mr Pope, I think I will direct it to you.
D of L:

Thank you, Mr Chairman. Yes, as | think | explained earlier, the initial
proposal was a 6.5 plot ratio, but then after discussion at the District Lands Conference, it
was agreed not to stipulate any maximum floor area. That was arrived at by the whole
committee, and the chairman therefore directed that the maximum floor area not be stated.

As | said, in retrospect we do not believe that was an error, because the only
stipulation on floor area was contained in the metroplan, and as | know it, the metroplan is
only a guideline. It is not an outline zoning plan, which is the only plan that really
specifies maximum floor area. The outline zoning plan in this area does not specify a
maximum floor area. Therefore it was agreed not to include it.

The site classification: Mr LEUNG has explained why we could not specify at
that stage what it was, and indeed, my department’s view is that we should not specify; we
should just leave it up to the developer to work it out for himself, really; and the best price
can be obtained in that way.

It has also been agreed - the Administration, my colleagues and | have discussed
this matter — that we accept the Director of Audit’s concern that any inquiries on the sale
site should be answered by the Lands Department, not by the Buildings Department or
Planning Department, unless there is a non-specific question. It will always be directed to
the Lands Department. It has also been agreed, and we have discussed this with the
representatives of the profession, that, in fact, my department will not interpret lease
conditions for purchasers. We will not really entertain questions about “How do you
interpret this lease?”  We will suggest that they go to their legal adviser on these matters,
because then they base it on their own advice, not on advice from the department.

It has been agreed that any questions directed at government should be directed to
the Lands Department rather than the other departments, because the Lands Department
operates the lease conditions, and we thoroughly agree with the Director of Audit that my
department should be the only one that answers any questions. Occasionally there are
situations arising in sale conditions — not in this case, fortunately, but in other sale
conditions — where there is an error in the conditions; and in those cases that error will be
corrected and it will be published in the newspaper so that everybody knows the change in
lease conditions that has occurred because of this clarification. We do that when errors are
found, but thankfully that does not happen very often.
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D of L:

Basically yes, Mr Chairman.
Chairman:

So you are saying that if you specified the plot ratio at 6.5 and did not leave it
flexibly so that people could imagine or could hope to achieve a much higher plot ratio - if
you had specified that in the land auction, the price would not achieve the 11.8 billion.

D of L:

Exactly, Mr Chairman. On the first point, | remember raised, yes, at that time
there were no policy guidelines to refer all questions to Lands Department. It was the
practice at that time for individual departments maybe to answer questions, but just recently,
because of the Director of Audit’s recommendation contained in this report, all three

directors have agreed that basically questions should be directed to Lands Department.
But that is our current procedure, not the procedure at that time.
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Chairman:

The question is to you, Mr Pope.
D of L:

Mr Chairman, it was not a matter of change. Under the lease conditions, we
remained silent on the site classification. It was left to the developer to obtain whatever
development he thought appropriate, so we did not specify a maximum floor area. When
we assessed the reserve price initially, we took advice from our colleagues in other
departments, and the consensus was that it was a Class A site, and therefore we valued it as
a Class A site.

It subsequently transpired that he could indeed get a Class C site, because of
different legal interpretations, different legal advice that he had obtained. | do not know
whether my colleague Mr LEUNG can throw any more advice on that, but to say we
immediately changed | do not think is fair, because | think the Buildings Department
initially said “It is a Class A site”.  Then the developer appealed; he submitted legal
advice; my colleague went to...

Chairman:

Mr Pope, when you said that the Lands Department said it was a Class A site ...
D of L:

No, never.

Chairman:

It was never really made public?

-9- Monday, 10 December 2001



ARHE L ERTE

The administration of sale of land by public auction

D of L:
That is right.
Chairman:
Everything was internal?
D of L:
Yes.
Chairman:

As far as the outside people are concerned, there was never any classification of
the site?

D of L:

No. That is quite correct. As | say, Mr LEUNG can add more, but it was not a
matter of immediately changing. | think it took quite a lot of argument by the developer.
Maybe Mr LEUNG can explain that. It was not an immediate change. It was quite a
long argument that the developer went into.
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Chairman:

| think we should deal with the change of mind first.
D of L:

Mr Chairman, as | said before, we did not change our mind. The sale conditions
remained silent on the site classification. It is a fact that the reserve price was assessed on
a Class A site.

Chairman:

Internally?
D of L:

Internally. This was not made public. This is purely for internal purposes.
Based on that, we started to set the reserve price at a certain figure. In fact, we got nearly
double that, and that is good. What happened afterwards, as the Member says, once we
have sold the land and we have remained silent on the site classification, is a matter
between the developer and the Buildings Department. | think my colleague has explained
how they arrived at the decision to classify it as a Class C site, how it took a lot of legal
argument to convince them that that was correct.

Chairman:

You are really inclined that the developer or the purchaser has a right to make that
application at any time?
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D of L:

Certainly.
Chairman:

Because you have not stipulated any sort of restriction.
D of L:

Certainly. That is quite correct.
Chairman:

So that in that sense there is no change of mind at all?
D of L:

Exactly, Mr Chairman.
Chairman:

Thank you.
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Chairman:

Okay. Mr Pope, I think he is asking you first.
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D of L:

Mr Chairman, all the questions seem to be directed to me today.

Chairman:

It is the land value at the end of the day, because you chair it, although you are
under advice, of course, from the Director of Planning.  That is why | have a bit of a
problem with the questions.

D of L:
| was joking, Mr Chairman. | have just got to think of the question now.
Chairman:

Do you know actually that at March the developer could have built more than the
plot ratio?

D of L:

No; the answer is: “No, we didn’t know”. At that time we thought it was a
Class A site.

-

EA R IEME MR EE o RS A rTREEEE — MR LEER B RIRE
SUEEEAIRMINERE T2 6.5 FHEILR » HEFRFEHREIRMHMIIIEEE
1y - BVLEERSRIE R ERRAR G R ? REK -

EFEER:

T BRERFRAZSASHNBENE EHE NFRAHHEEET -
AEHIFE LR 2D - R BB IRIFER - MRS ERE B E = 2
BERRAEL (BEVGRE) - TEHEKRMEFmEZ A2 D HELLR - 5T ERK
MEErAt - TMTERE (BEVKRE) NERNEEHERN > HMEERIE
THUE R o s R fR A B IR - SR RETEIRUHIET AT RE & B HE AR A JH 0 - 5
IHEARFIFEHENEE - AEHE AR AR FRE L DIHRILR - TERIEE
At e it

-15 - Monday, 10 December 2001



ARHE L ERTE

The administration of sale of land by public auction

-
BITEERA
BTE#EZS -
ERE o BTSNy E B PO BRI > R GUE — LR E A AT

DU 6.5 (g HEBELLSE » T 356 P AT D R RS B P S R
- BATA R 2

FE:
BEFEER

FRE - WAL AIEE B BT ERIE - EEES RSN - BER—
(EEhEE - BOEBdT (BEVIGRET) - ANRMAE R AR H AR B2 AR 2 RO L i -
HIEZAZREMGH - REERRE > BEREGZEIIMAVER - ERRAE - NEFRE
WERERAKNERE RN SWhE ORI AT AN EE EHEE - 2 T RA
BRECHFEMEMER - IRE (BREVGRE)) AJLUSERER - BETFEFREZALE
RASAE S FET B AE B AT - T RES ARy AR B M ATRE e B FRE RS - OB it dadt - (F
R—fi#hhE  EBEYESACETER - FEIEREVHILE - REBERIERE
FEAEEHTEME - RABEEEE 7 - ERNETEEREEDHERH
7% MEMEENR R - WE A —BHIEIER T EHIEN - TN HEEIE AT -

T :

BTHHE -
BSTEHA :

< SEEAREEH TATHRIE A RSB 46 B
T ELAE 5 S B AR M A VS M 538 R B S

Skl > HB| B R Y AEERAN 6.5 fEHUHIEE LR A DS S E AR (HE
B RIVERAEAARE > ARG EHERNEZR 2N AE ?

-16 - Monday, 10 December 2001



ARHE L ERTE

The administration of sale of land by public auction

-

HAGEA TR - AR IRR e AGR G A6 6.5 fHEEET > 2
LEERRRMAIERLY - (MMA S RERNERTHERES > BECEERRES - —
TRt s > FIEEREHE S AE ? e -

D of L:

Obviously, I cannot answer what questions were answered by the Planning
Department, but as far as the lease conditions are concerned, those are the only documents
on which any purchaser of land should base their judgment. The lease conditions; the sale
conditions at auction is a contract between the government and the purchaser; and really a
developer should look at those lease conditions alone.  He really should not be obtaining
advice from other government departments.  This is why the three directors have met and
agreed now that that will not occur.

Basically, as | said, it is the sale conditions which govern the contract between the
government and the purchaser; and it is up to a developer to make his own judgment based
on those lease conditions.

BTE#EZS -
R - AEEESEZIEREEE 4.6 RNEREHER?
EJ:
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Giis it 2
Mr Abraham SHEK Lai-him:

Mr Chairman, thank you. | represent the construction and development industry.
The point | want to bring up here is that if you look at figure 1; I will refer to figure 1 in the
table.

Chairman:

Mr SHEK, | remind you that you are also representing the Public Accounts
Committee today.

Mr Abraham SHEK Lai-him:

Yes, | do. That is why | want to bring out the facts. Okay? If you look at
figure 1, the government at that time cannot assess anything but a Class A site. If a
developer can change from a Class A site to a Class C site, they take a lot of risk in
assuming that a lot of things would happen; that they could create roads. From the
government’s point of view - | will just bring out the facts - from the government’s point of
view, they have to take the most conservative routes, and on that basis they assess the Class
Assite. Isthattrue? This is the first question.
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Chairman:

To whom?
Mr Abraham SHEK Lai-him:

To Mr Pope.
Chairman:

Mr Pope.
D of L:

Thank you, Mr Chairman. | do not know whether to say “the most conservative”.
Shall we say that was the information we had at that time? Maybe there was some
guestion mark in members’ mind at that time, that possibly it could be a Class C site, and in
that respect Mr SHEK is correct. | think we would not take the risk in assessing the
reserve price. We would have assessed what we know to be a fact, and then leave the risk
side of it to the developer.
Chairman:

Mr SHEK?
Mr Abraham SHEK Lai-him:

Second question is: on the basis of the metroplan guideline, this is not a statutory
guideline, this is not a statutory requirement as such, particularly as the metroplan guideline
has been violated many times in other auctions. This is the second question | would like to

ask the Director of Planning.
Chairman:

i awia i
Director of Planning (D of Plan):

It is correct that the metroplan is not a statutory guideline. It is only a conceptual
strategy, setting out a number of directions for the metro area to follow in terms of planning
and development; and when it comes to implementation, obviously we have to look towards
the outline zoning plan, the land sale and other sorts of development studies to implement
the proposal set out in the metroplan.  So it is correct; it is not a statutory document.
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Mr Abraham SHEK Lai-him:

So by September 1996 had they not at that time decided that the 6.5 plot ratio
guideline should not be applicable to this site?

Chairman:
Y e
D of Plan:

Mr Chairman, the starting point of 6.5 was used in the drafting of the draft sale
conditions for this site, but as | said earlier on, because of the discussion at this District
Lands Conference, which has looked at other aspects rather than just plot ratios, including
the provision of emergency access, the need to provide a public transport interchange, and
also the need to provide a big amount of public car-parking spaces, therefore it was felt by
the District Lands Conference that there would be a lot of constraints facing the
development of this site. Therefore the committee chose to allow developers a greater
flexibility. 1 think that was the background to the change.

Mr Abraham SHEK Lai-him:

The point why | have asked these two questions is because it really reveals three
aspects to development of a site: you have the building regulations which are based on site
coverage and the site allocation on the number of streets. The second one is from the
Lands Department. They have to get the maximum money for the site. The third one is
based on the Planning Department, to get the best planning objectives.

Having the three into one, it creates a conflict. Now the conflict has come out in
this particular site: how to achieve the best for each department. In this case, it was agreed
that the Class A site was a correct one, and the risk involved that it possibly could not
materialize if a developer bought it. Is that true, Director of Lands?

Chairman:

You are the star of the day, Mr Pope.

D of L:

Thank you, Mr Chairman. | am just trying to think of the actual question.
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Chairman:

| think there is a conflict from the planning aspect, from the building regulations
and safety aspect; and then from your aspect, the maximum money you would get. Which
one is more dominant if there is a conflict?

D of L:

Basically, at the end of the day, the Lands Department is the land authority. So
we take advice from other government departments, but when we issue conditions of sale,
that is the document. In a way, how we obtained advice on those conditions of sale is of
nobody’s interest; it is the conditions of sale.  As the land authority, when | set out
conditions of sale, then those are the contractual agreements between the government and
any purchaser.

Whether they can get site C is entirely left to the developer — the class C site.
That is entirely up to the developer. Under the sale conditions, all we said was: “Submit
to the building regulations”.

Chairman:
Mr Shek.
Mr Abraham SHEK Lai-him:

So my last question, Chairman, is: why, at the time in September, did they not
specify a maximum plot ratio based on the Class C site? If you put it into the conditions
of sale that it is subject to the achievement of maximum plot ratio, subject to building
regulations, even if you use a Class A site for a maximum potential to Class C, so you have
the benefit of Class A and Class C, subject to building regulations, why did they not put this
in the draft conditions of sale?

D of L:

Mr Chairman, we leave it open for the developer to obtain whatever classification
he can obtain from the Buildings Department. It just depends on any individual scheme
that a developer produces. From the department’s point of view, we do not specify. We
never specify what classification of site a developer can achieve. We never do that; we
have never done it. It is entirely up to the developer to get whatever site classification he
can, through his own skilful architecture or whatever.

Chairman:

Yes.
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Mr Abraham SHEK Lai-him:

Mr Chairman, my question is rather simple, if I may just explain a little bit further.
You put into the conditions of sale for fairness to other developers, or bidders, or tenderers,
the maximum GFA, subject to building conditions, so you are not putting any sort of
restriction or anything. If you use a Class A site as an assessment and you can go up to
Class C, it is up to the developers or the bidders to decide whether they want to take the risk
or not. They are subject to a lot of regulations: A, B, C, D.

Chairman:

In reality, you are really asking the developer to take a sporting chance,
particularly with the regulation or the legal interpretation of it.

Mr Abraham SHEK Lai-him:

Yes.
Chairman:

The bidding is going to be associated with a lot of risks, and | do not know what it
Is going to do with the price. | will ask the question anyway, later, because | think in a
number of paragraphs, 2.29(b) and also paragraph 4.35 and 4.38(a), there are three phrases
where | understand government is going to consult the industry, before they come up with

the reasons.

| am sorry to steal your question, but | want to make it quite clear and add it to my

question as well. I think the whole system — Mr SHEK used *“conservative” — is one
where | would use the word “defensive” on the part of the government. If the government
becomes defensive | think it is going to pose a lot of risks to the bidding process. | am

not sure whether the industry will view it as a good thing or not a good thing.

Probably it will allow the government to get the maximum price at the end of the
day, but the risk is transferred, I think, to the private sector, and it also raises the question of
fairness, if they are asked to give it a sporting chance. Everyone will have a go at Mr
LEUNG, after they bid the land, to get Class C. He is going to spend a lot of money hiring
lawyers, defending his position. | think that is likely to be the scenario. Mr SHEK, you
know the business a lot better than I do.
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Mr Abraham SHEK Lai-him:

Mr Chairman, if you look at figure 1, you cannot do anything from the
government’s point of view, except to see this from Mr LEUNG’s point of view. If the
government could have made a road, to make it a C site, they could have more money; but

they have not done that. If they have not done that, Mr LEUNG has to use this as an A or
B site.

Chairman:

In a way, Mr SHEK, are you really implying that we should draw a sort of
sensible balance?

Mr Abraham SHEK Lai-him:
Exactly.
Chairman:

Between getting the maximum price and maintaining some fairness and clarity in
the process? | think that is what you are trying to get. Mr Pope?

D of L:

Mr Chairman, your question of “defensive” maybe is a choice of words, but
maybe you are quite correct, because we do not think it appropriate that government should
assume it is a Class C site, because if it is not, if it does not obtain Class C site classification,
then the government could well be sued for giving the impression that we are selling a Class
C site. Vice versa applies: if we assume it is a Class A and put a maximum floor area,

we have potentially lost money because it transpires that they can get a Class C site. So
this is why we choose to remain silent.

Chairman:

That is what | always suspected to be the truth. You did not want to specify 6.5,
because you do not think that it would get 6.5?

D of L:

That was the original.
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Chairman:

Thank you. But the whole process - has it achieved the right sort of balance?
Are you going to transfer a lot of problems or work to Mr LEUNG? He has got to hold the
final line of defence with the developers arming themselves with teams of lawyers, having a
go at him, to try to get the maximum plot ratio. We are talking about big money here —
billions of dollars in money.

D of L:

Mr Chairman, can | basically say that Mr LEUNG gets this problem every day?
Not every site is sold by government. There is a lot of land which is held privately already,
and there are lots of arguments about site classification all the time. | am sure this is not
the only case he has obtained legal advice on; so this is the job of the Building Authority.

He is always being asked these sorts of questions and maybe making decisions and maybe
having to change his decisions.

Director of Buildings (DB):
| am not complaining.
Chairman:

Well, you are not going to make his life any easier.

D of L:
| do not think so, Mr Chairman.
Chairman:
Mr LEUNG, does anyone of you want to say anything?
D B:
| do not think so, thank you.
T

HAERT A ARt RN - SRR B/ St th ke - it
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Miss Emily LAU Wai-hing:

Chairman, | really regret to hear what the Director of Lands has to say about his
colleague. | think he has a tough job already and you do not need to compound his
problems. 1 think the hearing this morning is to try to sort it out and, in fact, |1 would like
to ask the Secretary to say something after hearing all this because obviously, to some of us,
the current arrangement is very unsatisfactory - for the developers to guess what is possible.

Chairman, | also want to ask the Director — because earlier he did say he did not
think it was right to specify the plot ratio and it is better to let the developer work it out but,
in paragraph 4.39, he said he agreed with Audit that prior to the auction of the site he will
seek clarification from the Building Authority on the classification of the site to be sold for
the purpose of assessing the reserve price. | guess if you get the classification, then you
will get the plot ratio, isn’t it? 1 do not know why you say you do not think it should be
specified but you agree here on 4.39 and | really want the Secretary to give us a comment
on this; whether it is really fair to have this thing up in the air in a way and let the Buildings
Department sort it out afterwards.

Chairman:

| am really letting Mr TSANG think about it. I think 1 am going to ask him that
question right at the end after hearing everything.

Miss Emily LAU Wai-hing:
Right at the end, alright.
Chairman:

If I ask him to check, he might not have the full picture.
Miss Emily LAU Wai-hing:

Okay. Maybe I will ask the Director that.

Chairman:

In fact, | will also ask — there are a number of issues they can consult on as well.
| think maybe if he cannot give the answer now — | would like to know about the
consultation process. The industry probably does not know all this. They have probably
not been consulted on all this and whether it is going to come out in the most logical

balance, | think, as Mr SHEK quite rightly pointed out, it is a point of concern. | am not
sure how far the consultation process has gone through but there are two questions. My
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original question has not been answered and also Miss Emily LAU’s question: Why are
you fixing or obtaining advice on the reserve price but not seemingly using it for your
contract, but using it for fixing the reserve price only? Mr Pope?

D of L:

Mr Chairman, in paragraph 4.39 we did seek clarification from the Building
Authority on the classification of the site and this was used for the purpose of assessing the
reserve price. The reserve price is the price below which we will not sell. As | said, in
this case it was much, much higher than that.

Chairman:

The reserve price is only made known at the auction, isn’t it?

DofL :

That is right. That is basically the starting price.
Chairman:

So nobody knew about it?
D of L:

No, nobody knew about it and the price obtained was far, far higher than that
reserve price. There was no harm done because, although maybe other members of BD at
that time thought that maybe Class C was possible — maybe. 1 do not know — we have to
have a conservative view about the development potential of the site because if we assumed
it was Class C and we set the price higher, perhaps we would not have sold it because
maybe the developer says, “No. | can’t get Class C classification. 1’m not going to bid
that price”, so we have to be a little bit wary. It is only after a lot of legal argument that
the Building Authority was persuaded that it could be Class C.

Chairman:

| have always wanted to ask the billion-dollar question. Perhaps | can do it on
the reverse. If you had followed everything that the Director of Audit had recommended
to you, did everything in the books, it seems that the final outcome is likely that you would
have set the reserve price higher because if you had followed all the recommendations, the
reserve price would probably be a little higher.
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D of L:

No, not necessarily. | think, as far as procedures are concerned, we have done
everything correctly. Really, in many respects, there is no change now. With hindsight,
the advice we obtained was not correct. That is with hindsight but at the time, to the best
of our knowledge, it was a Class A site.

Chairman:

Okay. So if you had done everything as recommended by the Director of Audit,
you are not really sure if the reserve price could have been fixed higher, would it change the
auction price either?

D of L:
No, | do not believe so.

Chairman:

So even if you had done everything in the book, the outcome would be exactly the
same.

D of L:
| believe so, yes.
Chairman:

Can | ask the Director of Audit, in their judgment — is that really the case?
Mr Johnsman AU Chung-man, Acting Director of Audit:

Mr Chairman, thank you for the question. It is not for us to speculate at this
point in time what would have been the auction price if the reserve price had been changed
at that time or revised at that time. It is not for us to speculate what would have been the
auction price, if | understand your question correctly.

Chairman:

There are two doubts in my mind: one is that if the reserve price started at 7.3
billion and then finally ended at 11 point something - -
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Miss Emily LAU Wai-hing:

Mr Chairman, | think we are all guessing but any reasonable person would say if
the reserve price is higher, then the ultimate price is also higher.

D of L:
| do not think so.
Chairman:

| do not think so. I do not think you can draw that conclusion.
Mr Abraham SHEK Lai-him:

There is no reason in auction — it is an involvement of risk-taking and, secondly,
they cannot go higher then — the site is stipulated as a Class A site so the reserve price is
based on a Class A site and on that basis — that is the rules of the game. You cannot ask
government officials to change the rules of the day, to move the goalposts from point to point.
Chairman:

Let us not debate internally.

Miss Emily LAU Wai-hing:

We are not asking them to move the goalposts. We are asking them to follow
their own instructions and rules so that there will be transparency and accountability. | do
not think we are asking them to move the goalposts. We ask for transparency so that
everybody will know there is a level playing field. | think that is what we are asking.

Mr Abraham SHEK Lai-him:

It is what | agree with you.
Chairman:

| think Mr SHEK agrees on that. | think that is why he has asked — | think that
Mr Pope will try to answer later where is the sensible balance and transparency, fairness and
also at the same time try to get the maximum price possible. If the developer overbids, not
thinking it is a Class A site, then he will try like hell to get the Director of Buildings to

change his classification; otherwise, he is going to make a severe loss. | think that would
be the outcome.
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Miss Emily LAU Wai-hing:

Mr Chairman, can | also ask the Director, Mr Pope, if he does not think he should
specify the plot ratio, then how do you achieve the planning objective, especially in terms
of population density.

Chairman:
Mr Pope.
D of L:

Mr Chairman, as | said before, the planning objectives are obtained via the outline
zoning plans. We have said in previous Public Accounts Committee, we will only impose
basically plot ratio restrictions where these are contained within the outline zoning plans
and | think in previous Public Accounts Committee the Director of Planning has even said
that where the metroplan guidelines are to be followed, these will be incorporated in outline
zoning plans. So the reverse applies. Where they are not stated in outline zoning plans
they will not be put in these conditions because there is no authority for me then to impose a
limit because by imposing that limit | am restricting the income and, whilst my role is to get
the best planning that we can for Hong Kong, my role is to obtain the best price | can for
land for the benefit of the general public.

Chairman:
| think it really goes back to Mr SHEK’s original question.
Miss Emily LAU Wai-hing:

| hope the Secretary will deal with my question when he gives the final answer,
how do we achieve those objectives. Thank you.

Chairman:

There are two more members waiting, so 5B A i 850 ARBRENTIEES -
Mr Tommy CHEUNG Yu-yan:

Thank you, Mr Chairman. Mr Pope, you have actually said previously you have
never stated the classification, whether it be A, B or C, but is it not that in most cases you
would specify a maximum or minimum floor area? In this particular case it was not

specified. Is there a particular reason why you do not specify the maximum or minimum
floor area and is that not related to Class A, B or C anyway?
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D of L:

Mr Chairman, in these sorts of development we do not specify the maximum floor
area. The maximum floor area would only be specified where there is a restriction on plot
ratio in an outline zoning plan which covers an area. Hong Kong is covered by many
outline zoning plans and plot ratio. South of the island, etcetera, is obviously very much
lower than other areas on the north side of the island. It was decided that there was no
need to impose a maximum floor area.

If we had assumed it was a Class C site in a way there is no need because that is
the maximum plot ratio you can achieve under the law, anyway, and it would give the
wrong impression. It would give a purchaser the impression that he could get that
maximum floor area which | think government is then really — it could be said to be
misleading the purchaser. We do not want to do that. If we just state that it is subject to
the laws of Hong Kong, the building plans and regulations, it is entirely up to the developer
to obtain whatever plot ratio he thinks he can get on the site and we believe that is the
fairest, most transparent way to obtain a development.

FE:

il

o
E59

I

o

o

=13

Mr Tommy CHEUNG Yu-yan:

My second question would be: is it unusual to accept after a land auction the
successful bidder's application to add two additional roads so as to change the classification
of a site from A to C, resulting in an increased plot ratio and yet, with this particular site,
ultimately only one additional road was built and was accepted by government and why?

TR

RS -
DB:

Yes, Mr Chairman. Is it a usual practice? It is really up to the developer who
has bought the site. Under Buildings Ordinance, a street includes public streets and

private streets, if a developer comes up with a development scheme proposing to carve out
private streets, they will be treated as streets if they meet the requirements of the street.
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DB:

Mr Chairman. Yes, certainly we can try to find out the information.
EE:

PAFTPIARIB AT BT HIZE R BRI MRS AR HEE 7
DB:

Mr Chairman, but I should point out, of course, in carving out private streets, the
developer will be losing the site area. In some cases we require the developer to carve out
private streets to provide access for a huge development like Whampoa Garden or Taikoo
Shing, we require the developer to provide access roads. So it will depend on the
circumstances of individual cases.

FE:

ghikak BRI > Mg DAE T ZERIRMR AR o AR A T HE SR
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Chairman:

Mr Pope.

D of L:

| am sorry. | am not 100 per cent sure of the actual question. We try to get the
conditions of sale absolutely correct.
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Chairman:
Not plot ratio, I think.
D of L:

Correct. Whether we put plot ratio in or not — as | said, if the plot ratio is defined
or set down in the outline zoning plan, those will go in the lease. If it is not contained in
the outline zoning plan, they will not go in the lease.

Chairman:

| think Mr LAU is under the impression you have somehow given an undertaking
to the Public Accounts Committee before. | think you had better put under the references.

BSTHFA :

T o TRk E 2R — B2 YIRS E - FAfSE 1993 4F 10 HAYRE
EERWMEENEIGREEEELE S ECSH  FANRTEESHEEC R 7T /E -
{HR Rt e E sk NG - FrPUE SR 31 8 EHEEREH - EREGE
RO ¢ “BUNRYRE] H B EERE S WA E B REAN o 7 I E PR EGRE E E
R 1994 FRUNIRH ZE G WS E/VE R B AT GEEH - “He accepted that the
government’s planning intention should always be clearly reflected in conditions of sale ” -
SLAE AR AT B e sk R /R T it SR B B R - R P AR A AN B 6 7 T
AIEINE] 31 [gRYEI S -

FiE o DI/ N R A (2 > 1996 4 9 H 27 HAy&EaE L > [mIRnT DA
FrRAEIRE - FR - BhE JTEEAEN TR 7
Chairman:

Mr Pope.
D of L:

Mr Chairman, in that case — which | am very much aware of; | was involved
myself — we accepted that the loophole would not have arisen if the planning intention for a
low-rise commercial building had been specified in the outline zoning plan and the common
practice of not stipulating plot ratio height restrictions in outline zoning plans was

insufficient. Government has subsequently taken steps to change the system so that plot
ratio restrictions are more commonly written into outline zoning plans. That is what | said
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before. The Administration has now said that if there is a plot ratio restriction they should
go in outline zoning plans.

Chairman:

Mr Pope, maybe you could explain a bit more to the layman what is the difference
between an outline zoning plan and a plot like /]\pg7&?

FTHHES -

ER - B RMIA 12 K B2 AT B G R i Bede Y e E R PR R E
Fyr1EE K&k EMIPRAREIE R 7 B RFOREER A RRTE D 7

Chairman:

Mr Pope, I think you should answer this.
D of L:

Because planning intention should be stipulated in outline zoning plans. If it is
not stated in an outline zoning plan, it is not, in my way of thinking, planning policy. It
may be a planning intention. It may be a planning view but it is not within the statutory

plan. We have agreed in the Coda Plaza case we would not impose those in the sale
conditions.

FTHES -

FJE o MAEERS 2 AR E - (B1E 1994 FEREIFILE R » IEIREETE]
KA B - T 2 “reflected in conditions of sale” » /[ EAN{A BEfEE AJEE 2

Chairman:
Mr Pope.
D of L:

Only when it is in the outline zoning plan. Sorry, Mr Chairman. That is the
situation.  That is my understanding of what happens in Coda Plaza.
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D of L:

Mr Chairman, we do not necessarily take a view as far as the sale conditions are
concerned whether it is Class A, B or C. We merely say “subject to the Building
(Planning) Regulations”.

Chairman:

| said, “if it had been in the conditions of sale”.
D of L:

No, we do not.  Generally, it is our policy not to change conditions of sale, not to
make fundamental changes to the conditions of sale within 5 years of a sale, anything

fundamental. We would believe that change of gross floor area would be a fundamental
change.
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Mr John TSANG Chun-wah, Secretary for Planning and Lands:

Thank you very much. | am glad to have an opportunity to say my piece before
the meeting is over. | have been following this conversation with quite a lot of interest.
Basically, we have two issues; one on site classification and the other one on planning
policy. | think on site classification Mr LEUNG has pointed out quite clearly that there is
quite a bit of legal issues involved in that. In fact, in theory, with any piece of land, if the
developer is willing to give up a certain area for streets, any classification is possible. |
think that is what is in theory.
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However, in terms of planning policy, | note that a Member has mentioned that
there are conflicts between the three departments and they do have competing objectives
and | think that is fine in all the different departments. What we need to do is to seek
some type of optimisation of the different competing objectives in order to maximize the
income for government, to maximize clarity in the process, to maximize development
potential and so forth, but | do agree that there needs to be a lot more clarity, a lot more
transparency; and to give people a sense that this is a level playing field that everybody is
getting an equal amount of information. | think that is very important. | think Mr SHEK
has pointed out that there is a lot of risk for the developer, but they are the people who will
be making the profits so I think that is also quite proper.

Then there also appears to be quite a bit of confusion as to the exact planning
intention and | have actually got the three directors together and we have agreed that in
future density control could be achieved by one of the three following measures. Number
1 is that if there is a policy to cap the gross floor area below the limit set out in the Building
(Planning) Regulations, and if this cap is already set out in the outline zoning plan, then
reference to this cap would have to be made in the conditions of sale. That is number 1.

Number 2 is, if there is a policy to cap the gross floor area below the limit set out
in the Building (Planning) Regulations and if this cap is not set out in the outline zoning
plan, now it is the policy that it will have to be specified in the conditions of sale.

Lastly, if none of the previous two conditions are set, then the maximum level of
the gross floor area or the plot ratio permitted as stipulated in the Building (Planning)
Regulations will apply. As you know, the Building (Planning) Regulations do set out the
GFA for the different areas in Hong Kong so that would be the safety net. If we do not
have a clear planning intention and if there is no policy, the planning intention in such a
way, the B(P)R would apply.

Thank you.
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D of L:

On the first part, Mr Chairman, we have consulted the industry and they do agree
that all inquiries should be directed to the Lands Department. We have also advised them
that we will not interpret land sales conditions and they have accepted and agreed that.
Chairman:

How about the definition of “streets” and interpretation of “streets”?
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